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Since the Congressional Budget
Office (CBO) announced a
projected $1 trillion non-Social
Security surplus between FY 1999
and FY 2009, some people in

Dear Friends,

The recent announcement of a projected $1 trillion non-

Social Security surplus has created a great deal of
excitement in Washington. Before any legislative body can
rush off to spend this windfall, however, it is important to
understand where it came from and what the nation’s needs
will be. This month’'s newsletter explains the surplus, and
contains the first of a two part series on Social Security and
Medicare funding.

If you would like to speak to me regarding these - or any
other issues - please drop by one of my events in the 13"
Digtrict. | look forward to seeing you there.

Sincerely,

-

Lynn N. Rivers

Washington have acted asif it were
found money. Y et, before they start
divvyingupthewindfall betweentax
breaks, new programs, and debt
reduction, itisimportant tounderstand
where those dollars will actually
come from, and what using the
surplus may mean to future
government expenditures. Closer
examination suggests that current
proposals to spend the entire $1
trillion may beunwise.

The CBO is required to base its
projections on current law, and
extend the implications of these

(Surplus, page 2)

Fading Social Security and Medicare Funds

The specter of thetrillion dollar surplus gained from cutting discretionary funding has overshadowed the fact that
major entitlement programswill becomeinsolvent just beyond the 10 year surplus projection horizon. Thiswill
happen because reserves in the trust funds and the income to them will not be enough to pay the benefits owed.

The same forcesthat are shifting government priorities from discretionary to entitlement spending are pushing
entitlement programsinto debt. Seniorsarelivinglonger, heathier lives, and the programsdesignedto servetheir
needs are expanding. We can do morein healthcarefor seniorsthan when M edicare was established 30 yearsago.
For example, Medicare now covers new technologieslikekidney dialysisand hip replacements. The problemis
that Medicare and Social Security are, to different degrees, “pay-as-you-go” programs. The younger generation

(Funds, page 3)
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lawsten yearsinto the horizon. The
revenue estimatestakeinto account
projected growth of the GDP and
rates of inflation. The expenditure
estimates are based on existing
spending commitments. The CBO
clearly states that its projections,
“assume that current laws affecting
revenues and entitlement programs
do not change and that the Congress
complieswith the statutory capson
discretionary outlays.”

The issue lies not within the
projections, but theunderlying law,
and the long-range spending
commitments some people in
Washington want to make. Policy
makers are chipping away at both
ends of asurplusthat may not be as
large as they assume. | cal it the
“Wimpy” mentality. In the comics,
Wimpy implores Popeye, “1 would
gladly pay you on Tuesday for a
hamburger today.”

Thesurplusprojectionsarebased on
the assumption that Congress will
remainwithin austere spending caps
for non-defense discretionary
programs established in the 1997
Balanced Budget Act. Non-defense
discretionary spending accountsfor
most government operations,
includingtheNational Park Service,
disaster relief, aid to education, and
the FBI. Wheninflation, population
increases, and the President’s
current defense spending proposals
are taken into account, the caps

reduce real spending on non-
defense  discretionary  programs
approximately 43% by 20009.

The Center on Budget Policy and
Priorities, abudget watchdog group,
reportsthat, “ Achieving cuts of this
magnitudein domestic discretionary
programs would be unprecedented,
and would dwarf the cuts Congress
was able to pass in these programs
when the nation was mired in large
deficits.” Itisunlikely that Congress
will hold to these spending caps
whenit realizestheir full magnitude.
At the same time, if Congress
changesitspolicies, thetremendous
surpluswill not materialize.

The Center says that, under the
“more realistic assumption”
discretionary spendingwill remain at
FY 1999 levels and be adjusted for
inflation, “a very different picture
emerges.” Under this revised
assumption, the surplus would total
only about $260 billion over thenext
10 years.

Ignoring these estimates, Congress
is racing to spend the projected
trilliondollar surplusontax cutsand
new programs. The House passed
$792billionintax cuts, andasimilar
bill isnearly through the Senate. At
thesametime, the President’ sthreat
of aveto has spurred on advocates
of new programs.

Both of these proposals create

problems for the future. The tax
proposal diminishesthe size of any
surplusby usingmost of it for cuts. In
effect, a tax cut ensures that the
government will never be able to
maintain current levels of domestic
spending. Federal Reserve Chairman
Alan Greenspanwarnsthat atax cut
will aso encourage spending in an
aready robust economy, creating
the inflation we have been lucky to
stave off. Greenspan warns against
increased government spending for
the same reason. If the surplus does
not materialize, or is less than
expected, current proposals will
push the US back into deficit, and
leave future Congresses little room
to maneuver.

It should al so be noted that the CBO
assumed that part of the surplus
would beusedto pay off thenational
debt. To the extent that Congress
directsthismoney totax cutsor new
spending programs, interest on the
debtwill continuetorise, and eat into
the projected surplus.

The projected surplus presents us
withatremendousopportunity, and |
support itsresponsible expenditure.
However, a more realistic view of
the projected surplus, and its
implications for future domestic
spending (not to mention the needs
of Social Security and Medicare),
should be taken before long-term
spending commitments are made.

First year OASDI DI trust fund Combined OASDI
CBO surplus outgo exceeds tax assets are ex- trust funds’ assets
projection horizon income hausted are exhausted
2022 2036
2020 2034
Baby-boomers HI trust fund First year OASDI OAS trust fund
begin to retire assetsare ex- outgo exceeds tax assets are exhausted
hausted plus interest income

Source: Social Security and Medicare Boards
of Trustees 1999 Annual Reports
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Did you know...

... Teddy Roosevelt whistle-stopped
inPlymouth?

President Roosevelt visited
Plymouth in 1913 when he was
promoting his Progressive (Bull
Moose) candidacy for re-election.

L ocal schoolswerelet out toallow
students to listen to Roosevelt
speak from the platform of his
observation car.

He was running against the
Republican nominee William
Howard Taft, and the Democratic
incumbent, Woodrow Wilson, who
won the election.

supports the retirement of the elder
generation. As the baby boomers
age, there will be adecreasing ratio
of workerstoretirees. In 1999, at the
height of thebaby boomers’ earning
potential, there are 3.9 workers per
Medicare beneficiary. By the time
most baby boomers have retired,
2030, therewill be an estimated 2.3
workers per beneficiary. This
means a precarious financial future
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Discretionary and Entitlement Spending, FY 1962-1998
As aPercentage of GDP
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for two of the most popular
programs ever established.

The Social Security and Medicare
trust fundssupport several programs,
most of which have serious long
termfunding problems. Thetimeline
on page 2 marksthe yearsin which
Medicare Part A, the Hospital
Insurance (HI) Trust Fund, the Old-
Age and Survivors Insurance
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(OASI) Trust Fund and the
Disability Insurance (DI) Trust
Fundwill becomeinsolvent.

The impact of the funding issue
extendswell beyond the year 2034.
Although thetrust funds' imminent
bankruptcy is getting all of the
attention,” notes areport published
by the National Center for Policy
Anaysis, “the real story is the
commitments we have made to
future generations of retirees.”
Maintaining the current level of
Social Security and Medicare
spending for our grandchildren will
create deficits into the trillions of
dollars, but reform is a Catch-22.
Thetransition coststo anew system
arepotentialy far greater thanthose
associated with continuing the
current funding methods.

It is not enough to simply postpone
the imminent depletion of Socia
Security and Medicare trust funds.
Reforms must be made to ensure
their long-rangefuture. Earmarking
part of the projected budget surplus
for Social Security and Medicare
would be a start. Next month’s
newsdl etter will discussthe prosand
cons of additiona options for
reform.

Source: CBO
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Lynn is hosting the followin

events

August :
Sod SarityAnnstiraian

Védnesday, August 25, 1999

1: 00 pm- 3: 00 pm

Ypsi | anti Townshi p G vi c Gt er
7200S HronRver Dr., Ypsil anti

ow1HalIs August :

Thursday, August 19, 1999
7:00 pm- 8 30 pm

Vdyne Seni or Cent er
35000 S ns, Vdyne

@ or uns

August :

/rmigrati on av Layuage
Aqusitiar AMEan D vi gga?
Tuesday, August 10, 1999
7:00 pm- 9: 00 pm

Vayne County RESA

Annex B dg.

33500 Van Born Rd., Véyne

Interai/aod AtamstoRaer t/e
Awiroment: G They Vark?
Mbnday, August 23, 1999

7:00 pm- 9: 00 pm

Véisht enaw Comrmuni ty (ol | ege
Morris Law ence B dg. Room#101
4800 E HironRver Or., Awn A bor

‘C of fee Hours:

Thursday, August 12, 1999

8:30 am- 10: 00 am

CfeFdix

200S MinS., Ann Abor
Friday, August 13, 1999
8:30 am- 10: 00 am
Rebecca’ s on Gent er
14N Gnter ., Nrthville

August :

Mbnday, August 16, 1999
8 30 am- 10: 00 am
BleilleGille

MEHAS., Blleille 1o po 17 1000

4: 30 pm- 6: 00 pm
Deneko’ s Seaf ood Rest aur ant
3BS Irkster RI, Inkster
Thur sday, August 26, 1999
8 30 am- 10: 00 am
The Mudd House
37WGQossS., Yosilati
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